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EXECUTIVE SUMMARY

This report examines the impacts of cashing out the Food Stamp Program (FSP) in San Diego
County, California. It is based on information from an experimental cash-out demonstration
conducted in San Diego beginning in July 1989. Under the demonstration, FSP participants receive
their benclits in the torm of checks rather than the usual coupons.

This report focuses principally on the administrative and participation outcomes of the
demonstration and on its effects on retailers. A companion report discusses the impacts of the
demonstration on participating houscholds and their food use (Ohls et al. 1992).

POLICY CONTEXT

How benefits should be paid under the FSP has long been debated. Advocates of the current
coupon system argue that coupons are a direct and inexpensive way to ensure that food stamp
benefits are used to purchase food. Coupon advocates contend that, despite some evidence of traud
and benefit diversion under the current system, food stamps are used largely to purchase food. In
addition, they contend that coupons give household food budgets some measure of protection against
other demands on limited household resources.

Advocates of cashing out the FSP argue that the current system limits the food-purchasing
choices of recipients and places a stigma on participation. Moreover, they cite the cumbersome
nature and cost of coupon issuance, transaction, and redemption.

The current debate about the desirability of one form of benefit over the other is limited by the
paucity of available empirical evidence comparing coupon and cash benefits. The U.S. Department
of Agriculture, Food and Nutrition Service (FNS), conducted two studies in the early 1980s: (1) the
Supplemental Security Income/Elderly Cash-out Demonstration, and (2) the Puerto Rico Nutrition
Assistance Program (NAP) evaluation. Although both studies produced valuable findings, they
examined the effects of cash-out on highly atypical food stamp populations--elderly participants, and
the extremely low-income Puerto Rico food stamp caseload. The results of these studies could not
reliably be generalized to the broader food stamp caseload.

Thus, more in-depth information on the etfects of cash-out was required to inform the policy
debate more effectively. The San Diego Food Stamp Cash-Out Demonstration was fielded to allow
a rigorous evaluation of the effects of cash-out. The San Diego demonstration is one of four tests
of the cash-out approach that FNS has undertaken since 1989. The other three are (1) the
Washington State Family Independence Program (FIP), (2) the Alabama Avenues of Self-Sufficiency
through Employment and Training Services (ASSETS) Demonstration, and (3) the Alabama "Purc”
Cash-Out Demonstration.
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KEY POLICY ISSUES

This report addresses several major policy issues associated with cash-out.

Effects on Administrative Costs

An important reason for exploring cash-out is that it could significantly reduce the administrative
costs of the FSP. Checks are an exceedingly efficient way to transfer purchasing power to FSP
participants, and advocates of cash-out have argued that the cash-out system could substantially
reduce the cost of issuing benefits. Among the costs that could be reduced are those associated with
printing coupons, storing the coupons securely, distributing coupons to participants, and redeeming
coupons through stores, banks, and the Federal Reserve system.

Effects on Vulnerability to Losses and Fraud

Coupons are highly negotiable instruments that can be redeemed without endorsement or proof
of identify. Conversely, checks are much more difficult to cash fraudulently and have a better audit
trail if fraud is suspected. Thus, San Diego officials believed that cash-out would reduce issuance
losses and fraud.

Effects on Program Participation

By ailtering the nature of the FSP, cash-out could change the attractiveness of the program to
potential participants. These potential effects on satisfaction with the program could alter the
decisions of eligible households to participate, which has implications for program costs and for how
well the program meets its objective to help support the nutritional needs of low-income households.

Effects on Retailers

Retailers play a critical role in the FSP. Recipients purchase eligible food items by presenting
food stamp coupons to cashiers at stores authorized to participate in the FSP. Food retailers then
redeem the coupons for cash at banks and later reconcile the transactions. Cash-out may reduce the
overall FSP participation costs to retailers because they do not need special procedures for handling
and reconciling coupon benefits and training employees. The central issue for authorized food
rctailers, however, is whether they will lose sales volume if households change their food-purchasing
behavior, cither by reducing food expenditures or shifting their shopping locations.

THE DEMONSTRATION AND ITS SETTING

The substitution of cash for coupons is the only change in existing program procedures for the
San Diego Food Stamp Cash-Out Demonstration. The demonstration has two phases. First, in July
1989, the county cashed out 20 percent of the existing and new certified caseload. Cases assigned
to receive checks were selected at random. In September 1990, the entire caseload began receiving
checks rather than coupons. The entire caseload continues to receive cash food assistance as of this
report. The experiment is scheduled to end in March 1994.

Three aspects of the San Diego area should be highlighted. First, the county is predominantly
urban. Second, a relatively high proportion (83 percent) of the food stamp caseload receives Aid to
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Familics with Dependent Children (AFDC) cash benetits.  Given California’s relatively generous
AFDC payments. tood stamp benefit levels relative to household income arc lower for FSP
participants in San Dicgo than for participants in many parts of the country. Third, for the majority
of houscholds in the cascload that receive both AFDC and food stamps. the bencfits arc included
together in the same check.

THE RESEARCIH DESIGN

Analysis of the effects of cash-out on administrative costs entails comparing detailed per-issuancc
cost estimates for coupon and check issuance. Estimates of the staff time devoted to each type of
issuance were derived from information supplied by San Diego County. together with intcrviews of
the supervisors of the categories of employees involved in the check and coupon systems. Thcse
interviews produced descriptions of the issuance processes used in both systems and allowed MPR
staff to obtain estimates of the average amount of staff time required for each step in the issuance
process.  Each of the eight local district offices operating in the county at the start of thc
demonstration was visited, and approximately 25 interviews of staff supervisors were performed.

Estimates of issuance costs other than staff time were based on detailed information supplied
by San Diego County. Impacts on Federal costs were based on estimates of the Federal costs
associated with coupon issuance that had been developed for an earlier study. Impacts at the state
level were based on state-supplied data.

The vulnerability of the two types of issuance systems to fraud and other types of losses was
analyzed on the basis of comparisons of various categories of losses under cash-out with those under
coupons. These comparisons were made for three time periods: the period prior to the
demonstration, the period of partial cash-out, and the period of full cash-out.

Analysis of the effects of cash-out on program participation was based largely on monthly
participation data. Changes in participation levels in San Diego County were compared with similar
data for several other Southern California counties and for the state overall.

The retailer study is based largely on data from a telephone survey with a probability sample of
managers of retail food stores authorized to participate in the FSP when San Diego County converted
to food stamp cash-out. The survey was conducted between December 1991 and January 1992, after
all program participants had been cashed out for more than a year. The final sample consisted of
396 retail food stores--164 supermarkets and 232 smaller stores. The survey attained an overall
response rate of 81 percent.

The retailer survey was based on a retrospective research design. Retailers were surveyed only
once and asked to compare their stores’ operations, staffing, profits, and sales levels after cash-out
with their levels under the coupon issuance system. Because of retailers’ concerns about the
confidentiality of data, as well as limitations in the available data--particularly for small retailers--the
survey focused on retailers’ perceptions of changes in operations, staffing, sales, and profits. It is
possible that in some instances respondents’ perceptions of changes may not have been accurate. In
addition, in interpreting the data, the reader should note that other factors independent of the
demonstration may have affected retail sales when cash-out was implemented--most important, the
deepening recession and other economic and demographic trends. Given these factors, the survey
findings must be viewed as suggestive of the possible effects of the demonstration on retailer sales,
rather than as providing clear evidence.

Xix
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The analysis converted retailers’ responses to survey questions into descriptive statistics, such as
frequencies and means. Two general types of tabulations of the survey data were conducted. The
first made the sample dircctly representative of stores--that is, one store was counted as one site.
regardless of its size. The second reflected the distribution of food-stamp redemptions across stores,
so that stores with a high volume of food stamp-based sales, such as supermarkets in low-income
areas, had more importance in the tabulations than did stores in which relatively few coupons are
rcdeemed.

To supplement the survey information on the impact of cash-out on sales, the analysis drew on
sales data obtained from a few large retail chains and one wholesaler. The retail chain data are for
two types of stores, supermarkets and convenience stores. The wholesaler data cover grocery stores.
In addition, the analysis relies on data from the household survey on food use to explore issues
associated with the impact of cash-out on sales.

FINDINGS

Cash-out substantially reduced issuance costs. At the county level of operations, the average cost
per food stamp issuance was reduced from $2.21 to $0.19. This savings of $2.02 per issuance yielded
a total estimated savings of $1.3 million annually. Under the current cost-sharing arrangements, 50
percent of these savings accrue to the Federal government, 35 percent to the state, and 15 percent
to the county. On the basis of work by other researchers, extending cash-out to the entire FSP would
generate additional savings of approximately 51 cents per issuance in printing and administrative
oversight costs at the Federal level.

County-level savings come from two main sources. First, cash-out eliminated the need for an
administrative unit with 13 full-time equivalent employees. This unit had been responsible for
monitoring coupon distribution and preparing coupons for mailing to households. Second, postage
costs fell substantially. Under the coupon system, certified mail (rather than regular first-class mail)
was used for approximately 60 percent of issuances, due to security reasons. Under cash-out, all
checks were sent via regular mail. Checks are also less bulky than coupons and thus require less
postage. -

Cash-out substantially reduced the vulnerability of the issuance system to theft and fraud. In the
months before the start of partial cash-out, issuance system losses were on the order of $22,000
monthly. After the switch to full cash-out, losses fell to approximately $1,000 monthly, despite a
considerable increase in the caseload for reasons not associated with the demonstration.

In addition to reducing issuance losses substantially, cash-out also changed the locus of liability
for losses that were incurred. Losses under the coupon system require that replacement coupons be
issued, thus imposing costs on the public sector. In contrast, liability for losses associated with a

There is no significant evidence that cash-out increased Food Stamp Program participation. San
Diego’s caseload grew very rapidly--by 38.7 percent--in the two years after cash-out was introduced.
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Cash-out probably reduced retailer sales, but the magnitude of the decline is uncertain. Morc than
half the stores in the retailer survey believed that cash-out had reduced their sales: 30 pereent
believed that therc had been a "large” decrease.  Although the number who believed that sales
declined is consistent with the houschold survey data. the percentage reporting a "large” decline is
higher than one would cxpect. In particular, the houschold survey findings suggest that cash-out may
have reduced the food expenditures of a typical San Diego food stamp houschold by 6 to 8 percent.
Since food stamp households constitute only a small proportion of all food shoppers in the county.
this would imply that, on average. retailer sales would fall by Icss than one percent. It scems likcly
that some of the storec managers who reported large declines were attributing to cash-out their change
in sales due to other factors. '

The retail and wholesale sales data examined are largely consistent with the hypothesis that cash-
out had a negative impact on sales. Data for three of the four retail chains indicate lower sales after
cash-out, and the wholesaler’s average sales declined more in San Diego than in other Southern
California locations. The size of the apparent effects in some of these data sets suggests that these
data, t0o, may be influenced by other factors besides cash-out.

Other key findings of the study include the following:

» Food retailers reported that cash-out reduced the time devoted by store staff to handling
and reconciling benefits and checking out customers; for some stores, this reduction may
have been offset at least partially by the increase in staff time devoted to cashing FSP
checks.

» Few retailers reported that cash-out affected total store employment. When cash-out did
affect store employment, stores reported that the effect was due more to changes in sales
than to changes in store operations.

« Many food retailers, especially those whose food stamp sales were larger prior to cash-
out, reported that cash-out reduced their overall profits.

e Fewer than half (44 percent) of authorized food retailers cash FSP checks, but these
stores accounted for nearly 90 percent of food stamp redemptions prior to cash-out.
Retailers that cash FSP checks have varying check-cashing policies. Few retailers
reported problems with cashing fraudulent FSP checks.

e In general, food retailers prefer FSP coupons to checks; however, preferences for

coupons and checks are strongly related to the change in total sales that the store
rcported because of cash-out.
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CONCLUSIONS

The San Diego Food Stamp Cash-Out Demonstration accomplished its two primary
administrative objectives--to lower administrative costs and to reduce the vulnerability of the issuance
system to loss and fraud. The cost of issuing food stamp benefits was reduced by $2.02 per monthly
issuance. The average losses from theft and fraud were cut from approximately $22,000 to about
$1.000 monthly. Cash-out had no observable effects on the third primary outcome measure--program
participation levels.

For the fourth policy issue--the effects on retailers--survey findings suggest that food retailers
believe that cash-out reduced the staff time required for some key store activities. However, retailers
perceive that, on average, cash-out reduced store sales of food items, total sales, and store profits.
Overall, retailers prefer coupons to checks. The survey findings suggest that the retail community
may not favor or will not support replacing coupon benefits with check benefits.

In an overall assessment of the cash-out demonstration, these outcomes must be considered in
the context of the findings of the companion report on the demonstration’s effects on households.
Ohils et al. (1992) estimate that the demonstration led to a relatively small but statistically significant
reduction of 6 to 8 percent in the value of food used at home by FSP participants, thus reducing the
program’s ability to accomplish its nutrition-related goals.

Overall, the evidence from the demonstration is that cash-out can improve the FSP’s
performance in some dimensions, but only at the cost of reducing its ability to meet other objectives.
The challenge for the policy-making process is to determine the appropriate balance between these
competing goals.
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L. INTRODUCTION

This report examinges the impacts of cashing out the Food Stamp Program (FSP) in San Diego
County. California. It is based on information from an cxperimental cash-out demonstration
conducted in San Diego beginning in July 1989. Under the demonstration, FSP participants received
their benefits in the form of checks rather than the usual coupons.

This report focuses primarily on the administrative and participation outcomes of the
dcmonstration and on the impacts of cash-out on retailers. A companion report discusses the impacts

of the demonstration on participating households and their food use (Ohls et al. 1992).

A. THE POLICY CONTEXT

The Food Stamp Program (FSP) provides monthly benefits to households that meet certain
income, asset, and employment-related tests, helping them purchase food to maintain nutritionally
adequate diets. Benefits are in the form of coupons redeemable only for food at retail stores
authorized to participate in the FSP. Recipients may use coupons only to purchase eligible food
items; several prepared food items and all nonfood items are excluded. The monthly coupon amount
for recipients is based on the size and income of the participating household.

How benefits should be paid out under the FSP has long been debated. Advocates of the
current coupon system argue that coupons are a direct and inexpensive way to ensure that food stamp
benefits are used to purchase food. They contend that, despite some evidence of fraud and benefit
diversion under the current system, food stamps are used largely to purchase food. In addition, they
contend that coupons give household food budgets some measure of protection against other
demands on limited household resources.

Advocates of cashing out the FSP argue that the current system limits the food-purchasing
choices of recipients and places a stigma on participation. Moreover, they cite the cumbersome

nature and cost of coupon issuance, transaction, and redemption.
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The current debate about the desirability of one form of benefit over the other is limited by the
paucity of available empirical evidence comparing coupon and cash benefits. The U.S. Department
of Agriculture, Food and Nutrition Service (FNS), conducted two studies in the early 1980s: (1) the
Supplemental Security Income/Elderly Cash-out Demonstration, and (2) the Puerto Rico Nutrition
Assistance Program (NAP) evaluation. Although both studies produced valuable findings, they
examined the effects of cash-out on highly atypical food stamp populations--elderly participants in the
program, and the extremely low-income Puerto Rico food stamp caseload. The results of these
studies could not reliably be generalized to the broader food stamp caseload.

Thus, more in-depth information on the effects of cash-out was required to inform the policy
debate more effectively. The San Diego Food Stamp Cash-Out Demonstration was fielded to allow
a rigorous evaluation of the effects of cash-out. The San Diego demonstration is one of four tests
of the cash-out approach that FNS has undertaken since 1989. The other three are (1) the
Washington State Family Independence Program (FIP), (2) the Alabama Avenues of Self-Sufficiency
through Employment and Training Services (ASSETS) Demonstration, and (3) the Alabama "Pure”

Cash-Out Demonstration.

B. KEY POLICY ISSUES
Cash-out is a very fundamental and far-reaching change in the structure of the Food Stamp
Program. As such, it has potential implications for a broad set of program characteristics and

outcomes.

1. Effects on Household Food Expenditures and Nutrient Availability

Of paramount concern in evaluating cash-out is its potential effects on household food
expenditures and food consumption. There is concern that cash-out, by weakening the linkages
between program benefits and food, could reduce the program’s effectiveness in accomplishing its

stated objective of "raising the levels of nutrition among low-income households.” This first issue is
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not addressed in this volume but is the subject of the first report on the effects of cash-out in San

Dicgo. Ohls ct al. 1992.

2. Effects on Administrative Costs

An important rcason for exploring cash-out is that it could significantly reduce the administrative
costs of the FSP. Checks are an exceedingly efficient way to transfer purchasing power from the
Food Stamp Program to program participants, and advocates ol cash-out have argued that the cash-
out system could substantially reduce the cost of issuing benefits. Among the costs that could be

.reduced are those associated with printing coupons, storing the coupons securely, distributing coupons

to participants, and redeeming coupons through stores, banks. and the Federal Reserve System.

3. Effects on Vulnerability to Losses and Fraud

Coupons are highly negotiable instruments that can be redeemed without endorsement or proof
of identity. Conversely, checks are much more difficult to cash fraudulently and have a better audit
trail if fraud is suspected. Thus, San Diego officials believed that cash-out would reduce issuance

losses and fraud.

4. Effects on Program Participation .

By altering the nature of the FSP, cash-out could change the attractiveness of the program to
potential participants. For instance, the greater spending flexibility under cash-out might make
program participation more desirable. Yet some participants might prefer the more rigid budgeting
structure afforded by the coupons.

These potential effects on participants’ satisfaction with the program could alter the decisions
of eligible households to participate. These effects have implications both for the extent to which
the program meets its objcctive to help support the nutritional needs of low-income households and

for program costs.
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5. Effects on Food Retailers

Issuing FSP benefits by check would involve major procedural changes for authorized food
retailers. Essentially, it would eliminate all coupon-related activities, including the authorization
process necessary to allow stores to participate in the program, the redemption of cou;;ons at store
checkout lines, the reconciliation of redeemed coupons, and the deposit of the coupons at banks.

Yet, for stores that cash FSP benefit checks, the increase in check cashing would increase some
of the costs of participating in the FSP--the staff time devoted to cashing the benefit checks,
reconciling and preparing bank deposits (including these checks), and cashing fraudulent FSP checks,
including the dollar losses associated with fraud. Too, cash-out also may require that stores maintain
a greater cash balance, increasing both their financial costs and their risks of theft. The costs were
exacerbated in San Diego by the fact that food stamp cases that are also AFDC recipients receive
a single check for both food stamp and AFDC benefits. Given the high AFDC benefit levels in
California, the size of those checks could be substantial, ranging up to $1,000 or more for large
families.

In addition to affecting retailers’ costs, cash-out may affect their sales if it alters the shopping
patterns and expenditures of recipients. Because the FSP benefit under cash-out would no longer
be linked directly to food purchases, cash-out may reduce the amount of food that recipients purchase
from authorized retailers--for example, if they prefer instead to purchase more food from take-out
restaurants or stores not authorized to accept food stamps, or shift their expenditures from food to
nonfood items. If the revenue loss from lower food sales is not offset by revenue from an increase
in the sale of formerly ineligible food items or nonfood items, cash-out would adversely affect the
total sales of authorized stores.

Overall, cash-out has, potentially, both advantages and disadvantages for authorized retailers.
Cash-out is likely to reduce their overall FSP participation costs, but they may lose sales if recipients

change their shopping and expenditure patterns. Whether retailers prefer FSP checks or coupons
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is likely to depend on their perception about whether the savings generated by changes in their store

C. OVERVIEW OF THE FNS RESEARCH STRATEGY FOR CASII-OUT

To increase policymakers’ understanding of the effects of cash-out, FNS approved cash-out in

four major demonstrations:

o Washington State Family Independence Program (FIP). AFDC recipients who are scrved
by certain randomly sclected welfare offices in Washington State have their food stamps
cashed out as part of a broader set of welfare reform initiatives being tested.

o San Diego Food Stamp Cash-Out Demonstration. In July 1989, 20 percent of the food
stamp caseload was cashed out. All food stamp households in San Diego County were
converted to cash food benefits on September 1, 1990.

o Alabama Cash-Out Demonstration. Approximately 2,100 households were randomly
selected to be cashed out in 12 Alabama counties from May to December 1990. These
households have been compared with an equivalent group of coupon-recipient
households.

» Alabama Avenues to Self-Sufficiency through Employment and Training Services (ASSETS)
Demonstration. Participating households at three ASSETS demonstration sites have been

cashed out. These households have been compared with a similar group of households
at three nondemonstration sites.

These sites exhibit several substantially different characteristics of importance, including the
average amount of the food stamp benefits per household, the degree of urbanization, and the
availability of other assistance, such as AFDC and General Assistance. Two of the demonstrations
(San Diego and Alabama) are "pure” demonstrations, involving only cash-out, and two (Washington
FIP and Alabama ASSETS) are "mixed," operating in conjunction with other policy interventions.

Evaluations are being conducted for each of the cash-out demonstrations. Because the San
Diego and Alabama demonstrations do not involve any other policy changes, evaluations of those
demonstrations will be the most comparable and thc most relevant to shedding light on certain

aspects of cash-out.
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It is important to note that the San Diego and Alabama demonstrations provided opportunities
to observe cash-out in two very different settings. San Dicgo is a highly urbanized county in a state
that offers relatively large AFDC benefits. Alabama offers relatively small AFDC benefits, and 10
of the 12 counties included in the Alabama demonstration are predominantly rural. There are six FIP
demonstration sites, covering a range of urban and rural scttings; Washington State offers relatively

large AFDC benefits.

D. THE CONTEXT AND DESIGN OF THE SAN DIEGO CASH-OUT DEMONSTRATION

With a population of 2.5 million persons, San Diego County is the fifth largest county in the
United States. It is relatively affluent, with an average per-capita personal income that is 7 percent
higher than the national average. Low-income families and individuals in the county may qualify for
California’s comparatively high levels of cash public assistance. In 1990, California provided a family
of three persons with a maximum AFDC benefit of $694 monthly, second only to that provided by
Alaska.

When cash-out was fully implemented, San Diego County’s Department of Social Services (DSS)
issued a total value of about $5.7 million in food stamp benefits monthly to some 53,000 households.'
Approximately 83 percent of those households received AFDC. San Diego issues more than 90
percent of all its food stamp benefits by mail.

In 1988, San Diego County applied to the USDA for waivers of selected FSP regulations so that
it could conduct a four and a half year demonstration program in which food stamp benefits would
be issued in the form of checks.? The USDA approved San Diego County’s request for waivers but

stipulated that the transition to check issuance occur in two phases, to support an evaluation of the

!The figures are for the month of September 1990.

2Under the policies implemented according to the approved waivers, all food stamp households
in San Diego County currently receive their food stamp benefits in the form of checks. For
households that also receive AFDC benefits, the AFDC and food stamp payments are combined in
a single check. Information accompanying each check indicates how much of the check constitutes
the AFDC benefit and how much constitutes the food stamp benefit.

6
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effects of cash-out on recipient houscholds. retail food merchants, program participation, and issuance
costs. The first phase, limited cash-out. began in July 1989, Benefits were issued in the form of
checks 1o 20 percent of the existing cascioad and 20 percent of newly certified cases. The check
recipients were selected randomly on the basis of the final digit in the sequential portion of their DSS
casc numbers. The sccond phasc, full cash-out. began in Scptember 1990.  Check issuance was

cxpanded to the entirc existing cascload and all new cases.

E. OVERVIEW OF THE REPORT

Chapter II of the report sets the context for the subsequent analysis by discussing how food
stamps in San Diego County were issued under the coupon system and how they are currently issucd
under the check-based system. The next two chapters then examine the effects of cash-out on
administrative costs (Chapter III) and on issuance system losses (Chapter IV). Chapter V provides
additional insight into these issues by reporting the results of a series of focus groups with San Diego
County caseworkers to obtain their perceptions of the demonstration and its effects. Chapter VI
examines the effects of cash-out on program participation. Chapter VII discusses the impact of cash-
out on the store operations of retailers. And Chapter VIII examines the effects on store sales. The
check-cashing policies and experiences of retailers are examined in Chapter IX, and Chapter X
discusses the preferences of retailers regarding coupons and checks. Chapter XI presents a summary
of the findings and the conclusions of the study. Appendix A describes how the demonstration was
implemented. Appendixes B, C, and D provide additional information on the data presented in the
text on costs, issuance losses, and program participation, respectively. Appendixes E. F, and G

present additional methodological material related to the retailer analysis.
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1. CITANGES IN ISSUANCE PROCEDURES UNDER CASI-OUT

Undcrstanding the impacts ol the cash-out demonstration first requires an understanding of the
issuance system used in San Diego County before cash-out and the new system sct up under the
demonstration policics. This chapter describes these systems, bascd on documentation supplicd by
the San Dicgo Department of Social Services (DSS), interviews with San Diego County issuance stafl.

and interviews with their supervisors.

A. COUPON SYSTEM PROCEDURES

Before cash-out, San Diego County used a direct-mail coupon issuance system in which a
centralized county mailing facility sent most Food Stamp Program participants their coupons by mail.
In certain circumstances, however, participants received their coupons in person at local food stamp

offices.

1. Food Stamp Issuance Center

Before the demonstration, the Food Stamp Issuance Center was the DSS administration unit with
primary responsibility for issuing benefits. This unit ordered coupons from FNS as necessary and
managed the county's coupon inventory, placed food coupons in envelopes and sent them to
houscholds, responded to problems with returned or lost coupons, supervised the issuance activities
of the local offices, and complied with federal reporting requirements governing issuance. Just before
the start of partial cash-out, the unit was staffed by approximately 13 full-time-equivalent personnel.

Under the coupon system, the issuance cycle for a given month started several days before the
first of the month, when a computer program run on the welfare system’s Case Data System identified
households eligible to receive benefits in that month. The program produced a master list of eligible

households and also printed address sheets, which were inserted into window envelopes along with
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the coupons. Besides supplying address information. these sheets indicated the denominations of
coupon books to be included in each envelope.

The coupons were placed in the envelopes manually. This work was performed and the
envelopes were mailed throughout the month, to allow for a relatively even workflow. If, during the
month, a caseworker in a local office became aware that a participant was not eligible to receive
coupons or that his or her address had changed, the caseworker could telephone the Issuance Center
to stop the coupons from being sent, if they were not already in the mail.

Both regular first-class mail and certified mail were used to send coupons to households.
Coupons were sent by certified mail to certain ZIP code areas with high rates of mail losses. In
addition, a household’s benefits were sent by certified mail if within the previous six months the
household had reported that benefits had been lost in the mail and required a replacement issuance.
Overall, approximately 60 percent of the coupon issuances were sent by certified mail.

Any coupon envelope not deliverable by the post office due to an incorrect address or for some
other reason was returned to the Issuance Center. The Issuance Center then notified the relevant
caseworker and waited for instructions on how to proceed.

Although most issuances were initiated by the computer run before the first of the month,
additional computer runs throughout the month generated a small number of additional issuances.
The basic procedures for these additional issuances were the same as those for the initial computer

run.

2. Local Office Coupon Issuance

Local office personnel were involved in coupon issuance in several special circumstances--to deal
with issuance problems, make issuances to households that needed immediate assistance, and make
issuances to homeless program participants.

Dealing with Issuance Problems. In general. coupon issuance problems became apparent in two

ways: (he post office returned a mailed issuance to the Food Stamp Issuance Center, and/or the

10
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participant called his or her caseworker o report not having received the benclits.  In cither
situation. it was the caseworker's responsibility to identify the source of the problem and determine
the correct course of action.

Incorrect addresses were a [requent problem. either because a houschold had moved or for some
other reason. It the benefits were returned to the Food Stamp Issuance Center. the houschold had
two, or in some cascs three, choices. First, the coupons could be remailed. Sccond. the benclits
could be picked up in person at a distribution center located at the edge of the downtown area of
the city. Third, in some instances (particularly at offices located far from the downtown arca).
households could request that the original benefits be canceled and then reissued at a local office (as
described in the next subsection).

When coupons were reportedly lost in the mail, DSS procedures required that the houschold
wait at least five working days after the mailing date before the coupons were replaced. If the
coupons had been sent by regular mail, the participant was required to go to the local office and fill
out an affidavit to affirm not having received the benefits. The caseworker then sent an authorization
to the Food Stamp Issuance Center to issue replacement benefits. If the missing issuance had been
sent by certified mail, the post office was asked for the signed receipt. If a signed reccipt was
available, the caseworker asked the participant to come in and submit a series of signatures that were
then compared with the signature on the mailing receipt. After comparing the signatures, the
caseworker authorized that the replacement coupons be issued or initiated a fraud investigation, as
appropriate.

Immediate-Needs Issuance. AFDC and {ood stamp applications that meet certain criteria are
classificd as "immediate needs” cases. These cases include (but are not necessarily limited to) all cases
that meet the Food Stamp Program’s expedited service requirements. To expedite issuing FSP
benefits to these new cases, the local welfare office makes the issuances, rather than the centralized

county facility. Under the coupon system, the eligibility worker identified an immediate-needs casc

11
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and then filled out an authorization form, which was then transmitted to a clerical unit in the local
office. There, a clerical unit worker transferred the relevant information onto both a voucher and
a log, and obtained the appropriate amount of coupons from the office’s inventory. A second
member of the clerical unit then brought the coupons to the participant, who was waiting in the lobby
of the office, and had the participant sign a receipt.

Issuances to Homeless Households. Homeless participants were allowed to pick up coupons at
their local welfare offices. One of two systems was used to make these issuances. At some offices,
the participant came in and met briefly with his or her caseworker, who checked whether the person
was still eligible and then authorized an immediate-needs issuance, using the procedures described
in the previous paragraph.

At other local offices, homeless participants received benefits prepared by the central county mail
issuance facility and sent to the local office. In general, clerical workers issued these benefits to

homeless participants when they came in to pick up their allotments.

B. CHECK ISSUANCE PROCEDURES

The system used to issue food stamp benefits by check is essentially the same as for most other
cash assistance programs run by DSS, the most important of which is the AFDC program. For the
approximately 83 percent of food stamp households that also receive AFDC, the benefits are
combined in a single check.

As with the coupon issuance system, most check benefits are issued centrally by mail, but some

issuances are also made at local offices.

1. County-Level Issuances
Most of the county-level check issuances for a given month are made at the start of the month.

However, some issuances are made throughout the month, to provide assistance to new cases and to

12
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adjust previous issuances as necessary. The processes tor performing this work arc described in this
scction.

Fiscal Month End Process. In preparation for issuances that are made at the start of a month,
a computer program is run on the county’s Case Data System database five days before the first of
thc month. This program identifics houscholds cligible for AFDC and/or for food stamp check
issuances for the coming month. Automated equipment prints the checks and inserts them into
envelopes. When appropriate, both AFDC benefits and food stamp benefits arc combined in a single
check. The checks arc then stored until authorization is received from the DSS to mail them.
Checks arc printed and mailed by the Auditors’ Mail Room, a work unit that is part of another
county administrative unit. When the checks are printed, the Warrant Control Unit in DSS rcccives
a list of the issuances and reviews them for accuracy.

If a program participant’s eligibility changes while checks are being prepared. his or her
caseworker notifies the Warrant Control Unit, which then instructs the Auditors’ Mail Room not to
mail the check.

The Calendar Month End and Other Issuances. Another monthly process begins at the start
of the month and generates checks for cases that have become eligible in the five days after the fiscal
month end process started. In addition, a daily check-generating proce;s continues throughout the
month to accommodate a small number of issuances necessary to correct problems or to provide
benefits to new cases. The same procedures used for the fiscal month end issuances are used to
make all other issuances.

Other Responsibilities of the Warrant Control Unit. Check issuances that are returned by mail
are sent to the Warrant Control Unit, which then notifies the relevant caseworker. If an issuance

is correct, it is either remailed by the Warrant Control Unit or held for pickup by the participant.

13



Table of Contents

The Warrant Control Unit also monitors issuances by local offices. If forgery is suspected. unit
personnel forward the relevant information to the County Sheriff’s Department for examination. The

unit also complies with federal and state reporting requirements governing issuance.

2. Local Office Issuances

As with the coupon system, the check system uses procedures to make issuances to immediate-
needs and homeless participants directly at the local offices. This procedure is similar to the one for
immediate-needs coupon issuances. After an eligibility worker authorizes the issuance, a clerical
worker types the relevant information onto a check, which is then taken to the participant in the

lobby. The clerical worker also records the transaction on a log sheet.

C. SUMMARY

Overall, the procedures used previously in San Diego to issue coupons are similar in many
respects to those currently used to issue checks. Both are based primarily on computer-generated
lists of eligible households as of the start of the month; both send most participants their benefits
through the mail; both include procedures for making issuances in local offices when necessary for
timeliness; and both use a combination of local office and central office procedures to deal with
issuance problems. But two major differences should be noted: (1) unlike the coupon system, the
check system does not involve an extensive manual process for preparing benefits for mailing; and

(2) under the check system, food stamps are issued with AFDC payments in a single check.
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1lI. THE IMPACT OF CASH-OUT ON ADMINISTRATIVE COSTS

The possibility of reducing administrative costs has been a major impctus behind cash-out.
Proponents of cash-out believe that check issuance can strcamline program operations and reduce
costs by providing a more efficient way to assist houscholds. They have also pointed out the potential
savings from combining food stamp checks with checks for other cash assistance programs. such as
AFDC.

This chapter examines the extent to which the San Dicgo demonstration gencrated administrative
cost savings. Section A describes the rescarch strategy used in this analysis. Section B then comparcs
administrative costs under the coupon and check issuance systems. This information is then used in
Section C to estimate the cost savings from the switch to cash-out.

Through Section C, the focus is on county-level costs. Section D broadens the perspective to

examine the state and federal costs associated with the coupon system.

A. RESEARCH STRATEGY FOR EXAMINING LOCAL COSTS

At the beginning of the demonstration, San Diego County developed detailed estimates of the
per-issuance costs associated with coupon and check issuance. These estimates were based on
extensive information drawn from the accounting systems used to claim cost reimbursements under
the food stamp and AFDC programs, together with estimates of the savings in employee hours that
might be associated with using different issuance methods.

The research approach used in this evaluation builds on these San Diego County estimates.
During the period when 20 percent cash-out was in effect and the coupon system was still being used,
MPR senior staff interviewed supervisors of all of the categories of employees involved in the check
and coupon systems. These interviews produced descriptions of the issuance processes used in both
systems and allowed MPR staff to obtain estimates of the average amount of staff time required for

each process. Each of the eight local district offices then operating in the county was visited, and

15



Table of Contents

approximately 25 interviews of staff supcrvisors were performed. Another 10 staff supervisors in four
offices were interviewed in December 1991, when full cash-out was in effect, to confirm earlier
information and to determinc how the change to full cash-out had affected the processes observed
carlier. On the basis of the information from these interviews, MPR examined the reasonableness
of the cost estimates derived by the county and, in some instances, adjusted the county’s estimates
on the basis of the interview data.!

During the demonstration, MPR periodically requested and received from DSS current
information on issuance costs. This made it possible to update the information originally compiled
by DSS.

Using the DSS information and estimated time adjustments based on MPR’s fieldwork, staff
derived per-issuance cost estimates for the check and coupon systems. These cost estimates are
presented in Section B. The per-issuance cost estimates from Section B are then used in Section C
to develop overall estimates of cost savings from the introduction of cash-out. These estimates are
also discussed in the context of observed changes in major cost items.?

It should be noted that, because the processes for issuing food stamp and AFDC checks are
combined, and because the checks themselves are combined for the majority of food stamp
households who receive both types of assistance, it is not possible to observe issuance costs for food
stamp checks separately. Rather, the available data on the costs of check issuance are based either
on assistance checks issued for other programs (primarily the AFDC program) during the

predemonstration period or on assistance checks issued jointly during the demonstration period.

!'These adjustments are discussed in Appendix B.

’An alternative strategy for examining changes in issuance costs would have been to observe
changes in the "Issuance” category of costs compiled by the county and state for reporting to FNS
on the FNS-269 cost reporting forms. However, not all costs that are actually associated with the
issuance process in San Diego are reported on these forms. Before cash-out, only the costs
associated with the Food Stamp Issuance Center and postage were included. Since cash-out,
essentially no costs have been included in this category. Thus, the analysis had to focus on actual unit
costs, based on staff and other resource use, rather than on the aggregate reported data.
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B. COSTS OF COUPON AND CHECK ISSUANCE
Table 1111 displays the estimated per-issuance costs of coupons and checks.? Labor costs. which
include employee benefits, are presented at the top of the table: other dircct costs are presented in

the second part.

1. Labor Costs

Central County Staff. One of the largest single costs involved in coupon issuance was the cost
of the Food Stamp Issuance Center. the central county administrative unit that inserted coupons into
envelopes and prepared them for mailing. The center also dealt with issuance problems and
performed monitoring activities associatcd with coupon issuance.

The food stamp coupon issuance process in San Diego County was a highly labor-intensive
activity. Much of this work was performed by central county DSS staff in the Food Stamp Issuance
Center. (The activitics of this unit were described in more detail in Chapter 11.) During the period
just prior to the demonstration, this work was performed by a staff of 13 full-time-equivalent
personnel, at a cost of approximately 53 cents per coupon issuance (as shown in the table).

The Warrant Control Unit, a county-level central administrative unit, oversees check issuances
for assistance programs operated by DSS, including the FSP, the AFDC program, and General Relief.
The activities performed by this unit to monitor and resolve problems with check issuance are similar
to those performed by the Food Stamp Issuance Center. However, it does not actually insert benefits
into envelopes and prcpare them for mailing, nor does it monitor a large physical inventory of
negotiable coupons. Thus, this unit is considerably smaller than the Food Stamp Issuance Center,
particularly relative to its issuance volume. Even though its issuance volume was roughly twice that

handled by the Food Stamp Issuance Center, it required only 7.5 full-time-equivalent employees

*Table I11.1 is based on cost information supplied by San Diego County and on information from
interviews with DSS staff performed by senior MPR research staff. Details on how the items in the
table were derived are presented in Appendix B.
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PER-ISSUANCE COSTS OF CHECKS AND COUPONS AS OF JUNE 1989

Coupons Checks

Labor?

Central county DSS staff $.53 $.13

DSS local office caseworker staff $.50 $.32

DSS local office clerical staff $.06 $.02
Other Costs

Postage $1.00 $.21

Paper, printing, envelopes, etc. $.02 $.03

Space for central office staff $.08 $.02

Mailing and reconciliation costs -- $.14

Bank charges - $.15

Armored car, storage $.02 --
Total Costs per Issuance $2.21 $1.02

SOURCE: Information on costs provided by San Diego County.

the table entries were derived.

Includes salary and fringe benefit costs.
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(compared with 13 for the center) in the period just before the demonstration. The unit's per-
issuance cost at that time was approximately 13 cents.

Local Office Staff. As described in Chapter 11, issuance-related activities are also performed by
cach of the ninc local welfare offices in San Diego County.! Because caseworker staff are typically
the program participant’s point of contact with the system, they get involved in issuance problems.
Both caseworker and clerical staff at local offices may also become involved in immediate-nceds
issuanccs.

We cstimate that these issuance-rclated activities require an average of about 50 cents of
caseworker time for coupon issuances and 32 cents for check issuances. The corresponding costs for
clerical workers are 6 cents and 2 cents for coupons and checks, respectively. The lower average cost
of caseworker time for check issuance reflects a lower incidence of issuance problems with checks.
The lower average cost of clerical staff under check issuance reflects the fact that the average time
required for an immediate-needs check issuance is somewhat less than is required for a coupon

issuance, due to somewhat less paperwork.

2. Other Direct Costs

The main nonlabor cost related to coupon issuance was postage. As shown in Table III.1, the
average postage cost for coupons was one dollar per issuance. In part, this relatively high cost
rcflects the fact that approximately 60 percent of the coupon issuances were sent by certified mail.
In addition, even when coupons were sent by regular mail, the weight of the coupons often made it
necessary to use extra postage.

Postage for checks during the predemonstration period reflected the minimum first-class postage
rate, reduced further by a discount given by the post office for presorting by ZIP code. The

discounted rate was 21 cents per issuance.

“Eight local offices were operating when the demonstration began; a ninth was subsequently
opened.
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Both the coupon and the check issuance systems entail costs for printing and paper supplics.
although these costs were very small (2 to 3 cents per issuance in both systems).

Another relatively small cost for cach type of issuance was the cost of office space occupied by
the central county units involved in issuance. This cost was estimated at 8 cents per issuance for
coupons and 2 cents for checks.

Two of the nonlabor costs shown in the table are relevant only to checks. DSS was charged
approximately 14 cents per issuance by a different branch of the county government for the costs of
printing the checks, using automated equipment to insert them into envelopes, mailing the checks,
and then later reconciling the checks after they were cleared by the bank.> Second, bank charges
on the checks were 15 cents each.

Finally, as shown in the table, the coupon system involved costs associated with the security of
the inventory, including armored-car services and storage facilitics. These costs were relatively small,

amounting to about 3 cents per issuance.

3. Summary

As shown in the table, the cost difference between check issuance and coupon issuance is
substantial. Checks are estimated to require just over $1.00 per issuance, while the cost of a coupon
issuance was more than twice that amount ($2.21). The estimated difference in issuance costs
between the two methods is $1.19. The main differences involved (1) the cost of central office staff

time, including the personnel involved in stuffing envelopes for coupon issuance, and (2) postage.

SMailing costs for coupons are included in the staff costs of the Food Stamp Issuance Center:
printing costs for coupons are federal-level costs and are discussed in a separate section.
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C. ADMINISTRATIVE COST SAVINGS FROM CASH-OUT

This scction draws on the per-issuance cost estimates prescnted in Scction B to estimate the
overall issuance cost savings under the demonstration. Two factors enabled San Diego to achieve
administrative cost savings from cash-out:

« The total number of scparate benefit issuances declined substantially, because food stamp

benefits and AFDC benefits are now usually combined in a single check.

+ In the relatively small number of cases where food stamp issuance was not combined with
another issuance, the per-issuance cost of checks is still significantly lower than that of
coupons.

1. Potential Savings by Case Category

Most San Diego food stamp recipients also receive AFDC, qnd their AFDC and food stamp
benefits are now combined in a single check. On the basis of interviews with issuance personnel. it
appears that the costs of issuing combined food stamp and AFDC checks to these recipients are not
greater than the costs of issuing AFDC checks alone. For these cases, the savings from cash-out are
essentially the entire average cost of food stamp coupon issuance, which is estimated to be $2.21 per
issuance. As shown in Table II1.2, these figures yield a total savings of approximately $99.000 per
month, based on approximate caseloads as of the conversion to full cash-out.

For the remaining food stamp cases whose checks contain only food stamp benelfits, the net
savings is the difference in the costs for the two types of issuance, estimated to be approximately
$1.19. For these cases, total monthly savings are on the order of $12,000.

Overall administrative savings are estimated to be approximately $111,000 monthly, or $1.3
million annually. This represents an average savings of approximately $2.02 per issuance, which is

91 percent of the total county-level issuance cost of $2.21.°

*The $2.02 savings per issuance estimate represents the average over all cases, including those
associated with the AFDC issuance and those that are not. Equivalently, it can be viewed as the
weighted average of the savings for cases with and without AFDC issuance, respectively, where the
weights are based on the relative number of the two types of cases.
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TABLE III.2

LOCAL MONTHLY ADMINISTRATIVE COST SAVINGS FROM
CASH-OUT, BY TYPE OF CASE
(Based on Caseload as of September 1990)

Approximate

Number of  Savings per Total
Type of Case Issuances? Issuance® Savings
Cases in Which Food Stamp and AFDC Payments 45,000 $2.21 $99.450
Were Combined®
Cases in Which a Separate Food Stamp Check 10,000 $1.19 $11,900
Was Issued
Total 55,000 $2.02 $111,350

?Based on issuance data supplied by San Diego County in a transmittal dated 1/23/93.

®Based on Table I11.1. The $2.02 savings per issuance represents the average over all cases. including
those associated with the AFDC issuance and those that are not. Equivalently, it can be viewed as
the weighted average of the savings for cases with and without AFDC issuances, respectively, where
the weights are based on the relative number of the two types of cases.
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2. Potential Savings by Type of Administrative Cost

The main types of administrative costs that have been climinated are another perspective on the
cost savings ol cash-out. Onc large component ol the cost reduction is the elimination of labor costs
associated with the Food Stamp Issuance Center.  As shown in Table 1113, climinating this unit
generated savings on the order of $35.500 monthly. Postage savings were approximately $53,000.
cven alter accounting for the increased postage required for food-stamp-only checks. Most of the
rcmaining savings come from reductions in local office caseworker and clerical personnel time. As
noted earlicr, these savings are due to the smaller number of total issuances. the smaller number of
issuance problems associated with checks, and the reduction in clerical time associated with issuing
immediate-needs benefits in the form of checks rather than coupons. These savings should be
regarded as potential savings. It is not possible to observe fully whether the reduction in time actually

generated staffing reductions, or whether staff were shifted to other work activities.

3. Changes in Actual Resources Used for Issuance

The discussion thus far has estimated potential changes in overall costs based on the unit costs
associated with coupon and check issuances. It is also important to examine actual changes in the
resources devoted to issuance activities during the period covered by the demonstration. This section
cxamines these actual changes. In some instances, we are able to provide quantitative estimates of
changes in the relevant resource uses from cash-out; in other instances, only qualitative estimates are
available.

The most important change in actual resource use during the demonstration period was the
disbanding of the Food Stamp Issuance Center after full cash-out. Thus, the potential savings
associated with these staff were fully realized.

During the same period, Warrant Control Unit staffing increased from 7.5 to 8.5 full-time

equivalents.  This increase is within the range of what was expected, given the greater number of
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TABLE IIL3
MONTHLY ADMINISTRATIVE COST SAVINGS FROM CASH-OUT,
BY SOURCE OF SAVINGS
Source of Savings Savings®
Elimination of Food Stamp Issuance Center® $33,550
Reduced Postage® $52,900
Local Office Staff® $27,400
Total $113,850

?Based on multiplying the relevant staff and space cost entries in Table III.1 by 55,000 (the total
number of issuances).

*Computed as 55,000 times the relevant items in the "coupon” column of Table IIL.1 minus 10,000
times the relevant item in the "check” column.

“The total shown in this table slightly exceeds the total net savings shown in Table II1.2 because of
minor offsetting costs, such as the 15 cent bank charge for checks.
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check issuances monitored by the unit under cash-out and the greater complexity of check issuances
that included food stamp and AFDC bencfits.”

In the local welfare offices. stafting levels for clerical workers who deal with immediate-nceds
issuances cither declined slightly or remained the same.  Even in offices where staffing levels
remained the same, supervisors reported that cash-out freed up time for other activities.  Similarly.
cascworkers and their supervisors indicated that cash-out saved them time for other activitics. such

as handling the increase in cascloads during the period (see Chapter VI).

4. Limitations on the Generalizability of the Results

In considering the implications of these results, the reader should note that San Diego County
is quite different in some ways from the United States as a whole. Most important for the current
analysis, San Diego’s food stamp caseload contains a very high proportion of AFDC cases (83
percent), compared with a national rate of approximately 42 percent.® As we have seen, the grcatest
cash-out savings in San Diego come from joint AFDC/food stamp cases in which the cash food stamp
benefit was combined with the AFDC payment. If there were fewer AFDC cases, the savings would
be lower.

Nevertheless, the substantial cost differential between coupon issuance and check issuance would

still guarantee substantial cost savings from cash-out, even if the proportion of joint food

? Analysis of changes in the size of the Warrant Control Unit is complicated somewhat by a major
change in check issuance procedures just prior to the start of partial cash-out. At that time, the
- county began issuing AFDC benefits once monthly rather than twice monthly. The shift to cash-out
might have had a somewhat larger impact on this unit’s staffing than was actually observed directly,
because it is possible that the size of the Warrant Control Unit might have decreased somewhat in
the absence of cash-out. Nevertheless, the conclusion that the staffing requirements for this unit
declined only modestly at most, compared with a reduction of 13 full-time equivalents experiencced
in the Food Stamp Issuance Center, remains correct.

#Two main factors account for the high proportion of AFDC households in the San Diego food
stamp caseload. First, SSI recipients in California have their food stamp benefits added to their SSI
benefits. Most of the poor elderly in San Diego who would otherwise be included in the food stamp
cascload arc not included. Second, California’s rclatively generous AFDC eligibility criteria makc
some households eligible for AFDC that would not be eligible in most other states.
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stamp/AFDC cases were not as high. Indeed, even under the extreme assumption of no joint cases
(in which only the form and not the total number of issuances would change), the estimated monthly

savings would still be approximatcly $65.000.°

5. Comparisons with Other Demonstrations

Reductions in the state and local administrative costs associated with issuance were also observed
in two other cash-out demonstrations--the Alabama pure cash-out demonstration, and the Washington
State Family Independence Project evaluation. (The effects of the Alabama ASSETS evaluation on
administrative costs have not yet been estimated.)

The Alabama pure cash-out study estimated potential reductions of approximately 51 cents in
state and local issuance costs,'® considerably lower than the corresponding $2.02 average cost
reduction for San Diego. These lower savings in Alabama are due to differences in both caseloads
and issuance procedures. As discussed earlier, savings per case in San Diego were greatest for AFDC
cases, where the AFDC and food stamp benefits could be combined in a single check. However, the
proportion of AFDC recipients in the caseload is much smaller in Alabama than in San Diego.
Furthermore, in its pure cash-out demonstration, Alabama chose to issue separate food stamp and
AFDC checks, even for joint cases. Thus, many of the potential savings in San Diego from combining
the checks were not realized fully. In addition, the estimated labor costs per check issued were much
higher in Alabama than in San Diego (71 cents versus 13 cents). This difference may reflect the fact
that the Alabama demonstration was a relatively small-scale intervention (about 2,000 cases)
conducted for a short period of time (8 months). These factors may have precluded issuing the

checks efficiently.

°Calculated as the cost differential between check and coupon issuance in Table IIL.1 times the
total number of issuances.

0Fraker et al. (1992).
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The Washington State evaluation estimated a per-issuance cost reduction of $1.84, which is very
similar to the $2.02 San Dicgo estimate (Young and Yudd 1993).!! The similarity may be duc at
Icast in part to two fcatures common to the San Dicgo and Washington State demonstrations: (1)
the cascloads in both consisted predominantly of AFDC cases.'? and (2) the issuance procedures
of both demonstrations entailed combining the AFDC and {ood stamp checks.

Overall, the evidence from the three demonstrations strongly suggests that cash-out can gencrate
significant administrative cost savings. However, the magnitude of the savings depends on casecload
characteristics, the issuance procedures used prior to cash-out, and the mechanisms uscd to

implement cash-out.

D. STATE- AND NATIONAL-LEVEL COSTS

Thus far, the discussion has focused on county-level issuance costs, because the majority of
issuance costs are incurred at this level. However, certain issuance-related functions are also
performed at the state and Federal levels of government, and it is important that their costs be
examined to yield a full picture of the potential impacts of cash-out.

Essentially no state-level costs are incurred for coupon issuance in California, because counties
order coupons directly from the Federal government. Under cash-out, however, the Federal
government channeled demonstration funds through the state government to the county, which
required a modest level of state government resources.!* In particular, the state estimated that

approximately $3,800 of staff time annually was spent on transferring money from the Federal

"It is possible that the actual savings in Washington State may be somewhat higher than the
summary estimate reported in the cited report. In particular, the reported number may include some
offsetting costs that, as noted on p. 31 of the report, may not be directly involved in the issuance
function. Moreover, it is not clear whether the calculations included certain cost savings, including
postage and fees to agencies that are invoived in coupon issuance.

I2Indeed, Washington State included only AFDC cases.

3Both the State and the county would have preferred that the government convey funds for cash-
out issuances directly to the county. FNS preferred that these funds, as with reimbursements for
other types of food stamp expenses, such as administrative costs, flow through the state.
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government to San Diego County for covering the cash-out portion of benefit checks. This amount,
which reflects 100 hours of accounting staff time. is less than one cent per check issuance.!®

At the Federal level, issuance procedures under the coupon system begin with printing the food
stamp coupons. In addition, costs are associated with coupon storage and transportaﬁon prior to
distribution. At the other end of the distribution and redemption process, the Department of
Agriculture reimburses the Federal Reserve System for redeeming the coupons from merchants and
for performing coupon reconciliation and reporting functions. Substantial resources are also involved
in authorizing retail stores to participate in the program and in monitoring the adherence of retailers
to program regulations.

These costs are summarized in Table II1.4. The two largest Federal cost components are printing
(18 cents per issuance) and payments to the Federal Reserve System (17 cents per issuance).
Managing retailer participation in the program accounts for another 14 cents per issuance, and
coupon storage and transportation require approximately 2 cents. Total estimated Federal costs are

on the order of 51 cents per coupon issuance. With full cash-out, all these costs could be eliminated.

E. SUMMARY

Table IIL.5 summarizes the estimated potential cost savings across levels of government. After
state and Federal costs are considered, we estimate that the total savings are approximately $2.52 per
issuance, or about $139,000 overall monthly, for the caseload receiving food stamps at the start of full
cash-out.

All of the potential Federal savings and half of the county savings incurred at the county level
accrue to the Federal government under current cost-sharing rules (Table II1.6). This represents
approximately $1.52. Of the remaining savings, approximately 30 cents per issuance accrue to the

county and 70 cents to the state.

14Based on an 11/1291 memo from the California State Department of Social Services. the
project has required about 100 hours of State-level accounting services annually at a cost of $37.96
per hour, including fringe benefits.
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TABLE II1.4

FEDERAL ISSUANCE-RELATED COSTS FOR COUPONS, PER ISSUANCE"

Amount per

Cost Category Issuance
Coupon printing $.18
Coupon storage and transportation $.02
Federal Reserve fees $.17
Authorizing and monitoring retail stores $.14
Total $.51

3Sec Fraker et al. (1992), Table X1.5. The estimates are inflation-adjusted estimates drawn from an
evaluation of the Electronic Benefit Transfer Demonstration conducted in Reading, Pennsylvania,
as reported in Kirlin et al. (1990).
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TABLE IILS

POTENTIAL COST SAVINGS FROM CASH-OUT, BY LEVEL OF
GOVERNMENT THAT INCURRED THE COST

Level of Government Per Issuance Total Savings per Month?
Local® $2.02 $111,100
State® (3.01) (3$550)
Federal® $.51 $28.050
Total $2.52 $138,600

NOTE: Parentheses indicate costs rather than savings.
aThese figures are based on the size of the San Diego caseload at the start of full cash-out.
"See Table I11.2, footnote b.

‘See Table 111.4, footnote b.
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TABLE lI1.6

SUMMARY OF POTENTIAL COST SAVINGS

Where Costs

Level of Government Realizing the Savings

Potential
Cost Savings

Were Incurred per Issuance County Siate Federal
County Level $2.02 3.30 3.71 S1.01
State Level (.01) -- (.01) -
Federal Level S1 - - Sl
Total 2.52 .30 .70 1.52

NOTE: Parentheses indicate costs rather than savings.
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B. VULNERABILITIES UNDER COUPONS

As described earlier. the predemonstration issuance process in San Diego County consisted
largely of mailing coupons directly to households. While some issuances were made in person at local
welfare offices, more than 90 percent were by mail.

Issuing coupons directly by mail has important advantages--it keeps issuance costs relatively low,
and is convenient for households. Yet direct mailing carries substantial risks. In particular, the

coupons can be:

e Stolen in the mail
s Stolen from mailboxes

« Received by participants who then report not having received them

In each case, the Food Stamp Program is obligated to replace the missing coupons, unless they
can be located, or fraud can be proved. Assuming that the "missing” coupons are negotiated, their
value is a financial loss to the program.

Although about 60 percent of San Diego’s direct-mail coupons in the predemonstration period
were made by certified mail, substantial losses occurred during the mailing process. As shown in
Table IV.1, the replacement of coupons reported lost or stolen and not returned to the county
averaged about $22,000 in the pre-cash-out period and about $27,000 in the partial cash-out period.’
The latter figure represents approximately one half of one percent of the total value of issuances, or
about 59 cents per case monthly, on average.

Data are not available on the percentage of these losses attributable directly to theft or fraud.
Yet, as discussed in Chapter V, many DSS staff believe that fraud was a significant determinant of

these losses.

3t is not known why coupon losses werc somewhat higher in the partial cash-out period.
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ISSUANCE LOSSES: COUPONS AND CASH-OUT

Monthly Replacements for
Coupons Lost or Stolen
in the Mail and Not

Monthly Value of Checks

Returned Ncgotiated Fraudulently
Monthly Per Coupon Monthly Per Check
Average Issuance Average Issuance
Pre-Cash-Out (January-July
1989) $22,397 $0.47 n.a. n.a.
Partial Cash-Out (August
1989-August 1990) $26,840 $0.59 $28 <$.01
Full Cash-Out (September
1990-June 1991) n.a. n.a. $1.036 $0.02

SOURCE: Appendix Table C.1.

NOTE: The exact numbers are only approximations and will change when more information is
obtained from San Diego.

n.a. = not applicable.
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Coupon issuancc svstems are also vulnerable to losses from inventory. In particular. coupons can
be lost or stolen during storage or handling at facilities where they are prepared for mailing or where
they are provided dircctly to houscholds. As shown in Appendix Table C.1, however, such losses
were not a significant factor in San Diego in the pre-cash-out period. With the exception of one
month, when a $3,137 theft occurred, these losses were much less than $100 monthly and were
sometimes nonexistent during the 6 months prior to partial cash-out and the 14 months of partial

cash-out.

C. VULNERABILITIES UNDER CASH-OUT

Check-issued benefits can also be lost or stolen in the mail. Yet, because identification is usually
required to cash a check, transacting the missing issuances is much more difficult. Moreover, the
county can place a stop-payment order on checks reported lost. For these reasons, check-issuance
systems are generally believed to be less vulnerable to losses.

Another difference between the cash-out and the coupon systems is that financial losses under
cash-out are not usually borne by the public sector, as are financial losses from lost or stolen coupons.
In general, the institution cashing a fraudulent check must assume liability for the loss, not the agency
writing the check.

As shown in Table IV.1, issuance losses under cash-out were quite low relative to those under
the coupon system. In the 10 months of full cash-out, losses averaged approximately $1,000 per

month--about 2 cents per issuance.*

4As detailed in Appendix Table C.1, the recorded value of fraudulently cashed food stamp checks
was less than $1,000 in all but two months of the period discussed in the text. In those two months--
January and March 1991--reported losses were about $2,700 and $5,600, respectively. The clustering
of reported losses in these two months may be due to the uneven timing with which the San Diego
County Sheriff's Department processed cases of suspected forgery.
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D. VULNERABILITIES OF PARTICIPANTS TO LOSSES

Cash-out can also alfcct the vulnerability of FSP participants to benefit loss or theft after rcceipt.
Under fedcral regulations, coupons that are lost or stolen after the participant receives them cannot
be replaced. It a cheek is lost or stolen. it can be replaced as long as it has not been endorsed. Of
course, alter the check is cashed, the hard cash may be vulnerable to loss or theft.

Because households do not generally report benefit losses and thefts to DSS, no information is
available to assess the magnitude of these losses. For the small number of households who have
checking accounts into which food stamp checks can be deposited, it seems likely that the check-
based system provides more security. Yet most households cash their checks at stores, banks, or

5

check-cashing agencies.” No data are available on the incidence of theft after checks have been

cashed at these institutions.

E. CONCLUSIONS

The results of the San Diego cash-out demonstration strongly support the view that switching
to check issuance can reduce the vulnerability of the FSP to issuance losses. In the pre-cash-out
months, issuance system losses were on the order of $22,000 monthly. In the months after the switch
to full cash-out, losses fell to approximately $1,000 monthly, despite a rapidly growing caseload for
reasons not associated with the demonstration.®

In addition to reducing issuance losses substantially, cash-out also changed the locus of liability
for the losses that were incurred. Coupons lost or stolen in the mail must be replaced, thus imposing
costs on the public sector. In contrast, liability for losses from fraudulently cashed checks is incurred

by the person or institution cashing the check.

SOhls et al. (1992) discusses households check-cashing patterns, based on the household survey
conducted for the project.

%See Chapter VL.
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In asscssing the generalizability of these results, the reader should note that San Diego County
issued most of its coupon benefits directly by mail prior to cash-out. And because direct mail issuance
is probably more vulnerable to theft or fraud than most over-the-counter systems, San Diego’s mail-
dominated issuance system may account in part for the large reductions in losses under cash-out.
Even so, it is reasonable to conclude that cash-out has the potential to reduce issuance system losses

significantly.

38



Table of Contents

V. PERCEPTIONS OF CASEWORKER STAFF

DSS caseworkers, who serve as the main point of contact between program participants and the
wclfare system, provide an additional perspective on the effects of cash-out. As discussed carlier. the
demonstration directly affected certain activities performed by these stafl. particularly those associated
with resolving issuance problems. In addition, from their frequent contacts with tood stamp
recipicnts, these personnel have much insight into how cash-out affected recipients.

This chapter discusses the effects of the demonstration from the perspective of three focus group
sessions with caseworker staff in three different local food stamp offices in San Diego County. The
focus groups were conducted by the study’s project director and an assistant in December 1991,
approximately 15 months after full cash-out had been in effect. Each focus group included
approximately 10 line caseworkers who have daily contact with recipients. The sessions lasted
between one and two hours. The meetings were recorded and later transcribed for this report.

The following discussion highlights the staff’s opinions about three types of cash-out effects:
impacts on workloads, impacts on participants, and impacts on the vulnerability of the issuance system

to fraud and error.

A. EFFECTS ON WORKLOADS

Virtually all participants in the focus groups believed that check benefits freed up portions of
their work time for other activities--primarily because cash-out reduced the number of issuance
problems to be resolved. The following comments were typical:

"It’s great. I think that one check . .. has really cut down a lot on the workload; really a

lot on the phone calls.”

"When we had coupons, you'd be getting calls all month long because of the staggered

mailing. . . . I'd be working all month long on food stamps. Now, it’s the first three or four
days of the month.”
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"From a worker’s point of view, I find that it’s just so much simpler. I get less calls

regarding replacement.”

Workers also believed that checks made it easier to deal with reported problems, since the
checks could be traced and accounted for more easily:

"If they didn’t get [the check food stamp benefits], it's probably a reason we can punch on
the screen and tell.”

A majority of workers also believed that combining the AFDC payment and food stamp benefits
in one check freed up their time, because clients did not require an explanation about how coupons
could be used:

"I think it’s easier when a worker is talking about benefits to a client if the worker and the

client can have the benefit of using the same commodity of dollars and cents."

However, many workers believed that this advantage was at least partly offset by confusion about
the breakdown between AFDC and food stamp benefits in the check. Although mailed benefits

indicate how much comes from AFDC and how much from food stamps, many program participants

apparently do not understand this information, and frequently express their confusion to caseworkers.

B. EFFECTS ON PROGRAM PARTICIPANTS

From their frequent contact with program participants, many caseworkers in the focus groups
formed opinions about how cash-out had affected their specific caseload. One effect frequently
mentioned was that program participants were learning to take budgetary responsibility for their own
spending:

"What we want to try to do is give [clients] an independent approach to living rather than

a dependent approach . . . . I think this was a step . . . towards the independent idea--
making them make their own decisions.”
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"A few [clients] were scared, initially. that they weren't going to have enough money to be
able to budget properly. . . . They didn't think they were capable enough to do it. T think
that once they started handling their own money they found that they could do it. And it
helped their sclf-esteem.”

"Some of the clients I had were actually able to open up bank accounts and have a little left

over.”

Yct many tocus group participants also believed that some households were using their food
stamp benefits for housing expenses and for other, nonfood purposes.

"One of the things that you have to do--if their rent is more than 80 percent of their AFDC

cash grant. then we have to send them out a form. . . . Invariably, they will tcll us that they

are using a portion of their food money for the rent.”

"[Clients are] just like everyone else ... going with cash and buying what they want-

ed. ... You can buy toiletry items, or soap, or detergents. They feel that this way they can
budget their money better."

Many participants also noted that cash-out made food stamp participation less stigmatic:

“"Several of my clients also stated they were embarrassed using the coupons. They feel
[cash-out makes it] easier going to the grocery store, because they're not looked down
upon.”

“They told me they were embarrassed to use food coupons in the store. One lady told me

that she would go at night just before the stores closed--because, I guess, she was actually
put down by people that weren’t on assistance. So [cash-out] saved her embarrassment.”

C. EFFECTS ON THE VULNERABILITIES OF THE ISSUANCE SYSTEM
Several workers believed that cash-out reduced the potential for losses and fraud, particularly
in the mail:
"I've noticed . . . that I'm not getting any calls saying they didnt get their food
stamps. . . . Since there’s no way to trace stamps, it’s like mailing cash in the mail. All we
could do was just take a sworn statement from them and issue them another allotment. . . . |

think the biggest benefit of this program is that it’s cut way down on the fraud."”

"I think [coupons] generated a certain amount of abuse . . . by the actual mailing of coupons
to [clients].”
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D. CONCLUSIONS
In general, most ol the cascworker staff in the focus groups viewed cash-out favorably. Virtually
all believed that cash-out reduced their workloads. In addition, many felt that cash-out helped

households assume greater responsibility and reduced the vulnerability of the system to fraud.
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VI. PARTICIPATION EFFECTS

The houschold survey conducted for the evaluation found that the majority of Food Stamp
Program participants preferred cash-out to coupon issuance (Ohls et al. 1992). Thus, it is possible
that cash-out incrcased program participation among those who would prefer to be issucd bencefits
by check. Evaluating the potential effects of cash-out on the number of households that apply for
and rcceive tood stamps is important for assessing whether this issuance system would enable the
program to channel benefits morc effectively to its target population of low-income Amcricans. In
addition, the implications of cash-out for program costs must capture the possible effects of cash-out

on participation.

A. METHODOLOGY

To evaluate the effects of cash-out on participation, we compared changes in monthly Food
Stamp Program participation data for San Diego with those for selected other California counties and
with the total for the remaining California counties. Changes in participation could easily have been
affected by factors other than cash-out, and these must be accounted for in the analysis. By
examining participation not only in San Diego County but in other California counties as well, we arc
able to consider other possible effects at least partly.

For comparison, we selected three Southern California counties similar to San Diego along
several dimensions that could affect food stamp participation. Because the economies of neighboring
counties arc likely be similar and interdependent, we restricted our search for the comparison
counties to those counties near San Diego. If cash-out issuance does not have an effect on
participation, we would expect that food stamp participation in San Diego would not differ
systematically from food stamp participation in the comparison counties.

Two of the three comparison counties used in the analysis are Riverside and Orange, both

adjacent to San Diego. Both counties have a mixture of largely urban and suburban populations, as
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does San Dicgo County.! The other comparison county we selected is Los Angeles, the largest
metropolitan county in Southern California.

Our analysis examined the changes in total Food Stamp Program participation between July 1,
1988, and July 1, 1992. The analysis divided this time span into 12-month periods. Although full
cash-out began in San Diego on September 1, 1990, we used July 1 as the start date in order to
account for the possibility that publicity surrounding the start of cash-out might have caused some
households to enter the program in the preceding months.? Our observation extends back to 1988
to provide a one-year predemonstration baseline.

We also examined caseload changes in greater detail by plotting the caseloads in monthly
intervals over the same time period. In this graphical analysis, the monthly caseload data are
normalized to show percentage changes in caseloads, with the start date of the full-scale
demonstration (September 1, 1990) as the reference point. (The detailed monthly data on which the
analysis is based are presented in Appendix D.)

Finally, we examined the relationship between food stamp use and unemployment by county.
We first examined unemployment trends in each of the counties between July 1988 and July 1992.
We then compared trends in monthly food stamp use and unemployment rates.

Overall, the data provide no significant evidence of any effect of the demonstration on
participation. Caseloads in San Diego rose rapidly after cash-out was implemented, but caseloads
were also rising throughout the state, due to factors unrelated to the demonstration. It is likely that

the increases in San Diego were part of this more general trend.

The other adjacent county, Imperial County, which is largely rural, was sufficiently dissimilar to
San Diego to rule it out as a comparison county.

The conclusions of the analysis are not sensitivc o the analytical period used.
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B. PARTICIPATION TRENDS

The San Dicgo food stamp cascload rosc quite rapidly in the year immediately after partial cash-
out, by 12 pereent (sce the second column of Table VI.1.) During this period, however, cascloads
increased substantially throughout both California and most of the United States, due to deteriorating
cconomic conditions and other factors.® The tablc indicates that cascloads in two of the comparison
countics (Los Angcles and Riverside) rose morc rapidly than in San Dicgo. They rosc slightly less
rapidly in the third comparison county. Caseloads were also rising substantially in the remainder of
the state, though at a somewhat slower pace than in the Southern California counties.

A similar pattern occurred from July 1, 1990, through July 1, 1991, the full-cash-out period. Cascs
in San Diego increased substantially during this period (24 percent). Riverside and Orange actually
had larger increases--31 percent and 28 percent, respectively. Caseloads also rose very substantially
in Los Angeles and in the remainder of the state, though not quite as rapidly as in San Diego.

To providc an additional perspective on the changes that occurred in the overall four-ycar
period, we plotted monthly changes in caseload levels from July 1988 to July 1992 in San Diego,
Riverside, Orange, and Los Angeles counties and the rest of the state (see Figure VI.1). With the
exception of Orange County, which experienced a noticeably larger growth rate, San Diego’s caseload
growth did not differ greatly from growth rates in the comparison counties and the rest of the state
in the two years before full cash-out. In the two-year period after full cash-out, San Diego’s food
stamp caseload grew at a slower rate than in the other Southern California counties shown and at

a rate similar to the rate in the rest of the state.

3McConnell (1992) discusses the general trends in national Food Stamp Program participation
rates during this period.
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TABLE VL1

PERCENTAGE CHANGE IN FOOD STAMP PROGRAM PARTICIPATION

Partial and Full

Pre-Cash-Out Partial Cash-Out  Full Cash-Out Cash-Out Com-
(July 1, 19838- (July 1, 1989- (July 1, 1990- bined (July 1,
County June 30, 1989) June 30, 1990) June 30, 1991) 1989-June 30, 1991)
San Diego 94 11.6 243 38.7
Comparison Areas
Riverside 5.5 8.6 30.8 42.1
Los Angeles 7.8 12.9 21.8 375
Orange 35.1 329 28.0 70.1
Rest of state? 94 72 19.8 284

NOTE: Table is based on the number of active cases at the beginning of the months shown, as reported in
California State Department of Social Services, "Food Stamp Program Monthly Caseload Movement
Statistical Reports.” :

Includes food stamp caseloads for all California counties except Riverside, San Diego, Los Angeles, and
Orange.
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Figure VI.1

Changes in Food Stamp Caseload
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Caseloads grew more rapidly in Orange. Riverside, and Los Angeles countics in the two years
after full cash-out, particularly in the final 12-month period. During this period, San Diego’s caseload
growth began to level off, while the caseloads in the comparison counties continued to rise. The
figure also shows that, with the exception of Orange and Los Angeles counties, cascload growth
leveled off or began to drop around April 1, 1992.

Figures V1.2 and V1.3 examine food stamp caseload changes separately for AFDC and non-
AFDC cases. In general, the conclusions for the overall caseload also apply to the two individual
components. Although both components of the caseload were rising throughout the full cash-out
period in San Diego County, the increases were similar to or smaller than those elsewhere in

Southern California.

C. EFFECTS OF UNEMPLOYMENT ON FOOD STAMP USE

Coincidentally, the most recent recession began in California at the start of the San Diego cash-
out demonstration. The recession was especially severe in Southern California (Economic
Development Corporation, 1992), and it is possible that the differential effects of the recession on
counties could blur the analysis of the effects of the demonstration. For this reason, we examine the
effects of unemployment on food stamp use in San Diego and the three comparison counties.

Unemployment rates increased substantially in all four counties during the demonstration period.
As reflected in Figure V1.4 and Table V1.2, unemployment began to increase in all four counties
around March 1990 and continued through mid-1992. Moreover, the rate of increase is relatively

similar in the four counties.

*The unemployment rates, which are not seasonally adjusted, are from the Bureau of Labor
Statistics, State and Metropolitan Area Employment and Unemployment. The rates are for labor-
market areas. Because Riverside and San Bernadino Counties are in the same labor-market area.
their unemployment rates have been combined.
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Figure VI.2

Changes in Food Stamp Caseload
(Public-Assistance Caseload)
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Figure VI.3

Changes in Food Stamp Caseload
(Non-Public-Assistance Caseload)
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Figure V1.4

Unemployment Rates for Selected Counties
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TABLE VI.2

UNEMPLOYMENT RATES BY COUNTY

Unemployment Rate Increase Over Period
July June Percentage As Percentage of
County 1990 1991 Points July 1990 Rate
S